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Trump administration officials now say that the government shutdown is having more than twice 

the negative impact on the economy than they first estimated. Amazingly, but maybe not 

surprising, it seems the White House’s Council of Economic Advisors did not include 

contractors not being paid (and who probably won’t receive retroactive payments) or the ripple 

effect on the economy such as restaurant meals not being taken or movies seen or the greater 

personal impacts of not having money to buy food, pay rent or have to sell a car. 

Kevin Hassett, the chairman of the White House Council of Economic Advisers, (and who called 

for the Dow to hit 36,000 back in 1999) told media outlets on Tuesday that the shutdown should 

reduce economic growth by 0.13 percentage points for every week that it lasts vs. the 0.1 
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percentage points every two weeks it originally projected. Hassett also said on NPR on 

December 31 that, “a huge share of government workers were planning to take the week off for 

the holidays, like, you know, many listeners probably have done. And they were going to have to 

use their vacation days. But, you know, what's happening now is they're getting the day off, and 

they're going to get paid for those days. And they don't have to use their vacation days.” 

While he added,” Assuming the government reopens, you know, say, this week or next, then 

that's really the way to think about the effect.” This certainly seems like a tone-deaf statement to 

make about people who live paycheck to paycheck. 

Could the first quarter’s GDP growth rate turn negative? 

In the first quarter of 2018, the Federal government was directly responsible for $1.3 trillion of 

the economy’s $20 trillion (6.5% on an annualized basis). While only about 20% of the 

government is shut down, this portion directly accounts for 1.3% of the economy. 

And this is only the Federal government spending and not the ripple effect. The Federal Reserve 

of St. Louis measures the “Velocity of Money” which is “the frequency at which one unit of 

currency is used to purchase domestically- produced goods and services within a given time 

period. In other words, it is the number of times one dollar is spent to buy goods and services per 

unit of time. If the velocity of money is increasing, then more transactions are occurring between 

individuals in an economy.” 

As you can see from the chart below it is currently 1.45, which essentially means for every dollar 

spent it has a 1.45x ripple impact or the shutdown could have about a 2% impact on the 

economy. 
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Over the past four years the first quarter’s GDP growth rate has been: 

• 2015: 3.3% 

• 2016: 1.5% 

• 2017: 1.8% 

• 2018: 2.2% 

Which means if the shutdown continues into February and especially March, it could throw the 

economy into a negative growth rate for the March quarter. While a large portion of this would 

be made up since Federal workers should get paid for the time they did not work, the impact 

could start to add up and will have long-term impacts. 

Also, keep in mind the current and potential tariffs that Trump could impose on China if a deal is 

not reached on March 1. Tariffs are currently hitting the economy by $35 billion per year and 

could ratchet up substantially. 
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GDP growth rate looks to be slowing already 

The Atlanta Fed updated its GDPNow forecast for the fourth quarter this morning and it 

remained at 2.8%, which is slightly higher than the average 2.7% for the Blue Chip Financial 

Forecast. This would be a decrease from the 4.2% experienced in the June quarter and 3.4% in 

the September quarter. It does appear that the short-term impact from the tax cuts are wearing 
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off, and the economy is not going to achieve the 6% growth rates that President Trump was 

touting just over a year ago. 

 

Atlanta Fed GDPNow forecastFEDERAL RESERVE BANK OF ATLANTA AND BLUE CHIP ECONOMIC INDICATORS AND 

BLUE CHIP FINANCIAL FORECASTS 

Longer-term impacts 

There are multiple longer-term impacts on the economy and Federal workers, especially if the 

shutdown goes on for many more weeks or hopefully not months as Trump has threatened to do. 

This is probably a negotiating tactic, but it impacts hundreds of thousands if not millions of lives 

and is not just a New York City real estate deal. 

https://www.cnbc.com/2017/12/06/trump-defies-data-with-6-percent-gdp-growth-forecast.html
https://www.cnbc.com/2017/12/06/trump-defies-data-with-6-percent-gdp-growth-forecast.html
https://www.washingtonpost.com/politics/pence-urges-gop-lawmakers-to-stand-with-trump-in-shutdown-fight/2019/01/04/99519d06-103f-11e9-84fc-d58c33d6c8c7_story.html?noredirect=on&utm_term=.7e3114115155


First, will current Federal employees look to leave their jobs for the private sector or potentially 

local or state governments if they are viewed as being more stable. With the Federal government 

having a third shutdown under the Trump administration (and this one now being the longest in 

history and no end in sight) morale is taking a hit. A tight labor market could easily get 

thousands of government workers to leave or never enter public service. 

Second, who would want to come and work for the U.S. government after seeing people start 

GoFundMe pages (over 1,100 hits when you type in Federal worker on GoFundMe) or hear 

about people having to sell personal items or cars. 

Third, even those workers that stay in their jobs will probably spend less and save more. While 

that could be good for their personal financial situation (if they can afford to) it will have an 

impact on the economy. 

Fourth, consumer confidence could take a hit and not just for Federal workers. The Conference 

Board’s latest reading of 128.1 fell from 136.4 in December. While it is close to its recent and 

all-time high in 2000, if the economy slows down and the government shutdown lingers, it could 

continue to slide and impact consumer spending (which was 68% of the U.S. economy in the 

September quarter). 
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Follow me on Twitter @sandhillinsight, find my other Forbes posts here or join the LinkedIn 

group Apple Independent Research to get real-time posts. 
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